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Advertising and the Management of Aggregate Consumer Demand: 
A Cross-National Test of the Calbraithian Argument 

There is a great deal of evidence that brand advertising affects 

brand sales and market share within a product class."' There is also 

evidence that industries which spend a high proportion of sales revenue 
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on advertising tend to earn high rates of return. But there is little 
agreement as to whether advertising can increase aggregate consumption 
in a society. 

Galbraith holds that advertising is the prime instrument for the 

management of total consumer demand, a process he characterizes as 

providing "in the aggregate, a relentless propaganda in behalf of goods 
3 

in general 1 ' and which results in increased consumption at the expense 

of savings. Taylor and Weiserb's study of aggregate consumption in the 

United States from 1929 to 1968 supports this thesis. 4 However, the 

5 

study has been much criticized by other economists. 

Generally, the profession has disagreed with Galbraith's contentions. 

Backman, for example, flatly states that it is not advertising but 

consumer disposable income that determines consumer demand; 7 and Simon, 

in a 1970 review of the research literature on this point, concludes 

that there is little evidence to support Galbraith's contentions. 8 A 

typical study contradicting the argument was conducted by Lambin who 

studied ten product markets in the United States, but observed significant 

industry-wide advertising effects on overall product consumption for 
9 

only four. Such findings are consistent with a number of studies which 
report reciprocal cancellation effects for competitive brand advertising. 1 ' 

Generally, the studies that contradict the Galbraithian argument 
deal with aggregate demand for product classes rather than with the 
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total society's propensity to consume; yet, the argument, tak. « liter- 
ally, applies to undifferentiated, aggregate consumption at the societal 
level. The Taylor and Weiserbs study, which lends support to Galbraith's 
argument, does address the issue at the societal level, but the analysis 
is carried out over time in one society--the United Sta'tes-rather than 
across .societies . In this paper, we will address the impact of adver- 
tising on aggregate consumption on a cross-national basis. 

We will also address another Galbraithian a S sertion--as yet un- 
tes ted- that it is television advertising, not print advertising, that 
acts as the prime instrument for the management of aggregate consumer 
demand. Galbraith holds that mass affluence, which makes the management 
of demand both possible and necessary, also makes print media obsolete 
as an advertising medium. What is required now, he writes, is a medium 
for "comprehensive, repetitive, and compelling communication by the 
managers of demand with the managed. I* should be capa ble of holding 
the attentions of the consumer for considerable periods of time and in a 
comparatively effortless manner. It should reach people in all spec- 
trums of intelligence. None should be barred by illiteracy or an un- 
willingness to read." 11 He further characterizes television as a per- 
suasive, as opposed to a merely informational, medium in that it func- 
tions not just to alert the public to new products and help people make 
decisions between competing products, but also to create desires and, 
thus, to increase the total propensity to consume within a society. 

The Galbraithian Argument as a Causal Model 
The causal relations implicit in Galbraith's argument are repre- 
sented in Figure 1 . 

The variables presumed to be preconditions for the development of 



advertising are degree of capitalism implicit in the economic system, 
degree of industrialization, and per capita gross national product 
(GNP), which represents a measure of mass affluence. 

Capitalism was included in the model as a precondition since the 
relationships Galbraith suggests are framed within the context of a free 
market. i„ fact, these hypothesized relationships form the basis for 
Galbraith's prescriptive argument that an unfettered free market does 
not serve human welfare in the larger sense. Thus, the causal system 
implicit in his writing rests upon capitalism as a contingent condition. 

In the model, capitalism is depicted as causally antecedent to 
increased per capita GNP because economists, including Galbraith, do not 
dispute the idea that free market economies are. more productive than 
Planned economies. Samuel son, for example, points out that government 
programs to redistribute wealth .from one social class to another often 
"end by hurting all" because of consequent losses in productivity. 12 

However, economists do not agree on the importance of productivity 
to other social goals. Libertarians, such as Milton Friedman, attach 
great importance to it 13 while Galbraith tends to ignore it, placing 
greater emphasis on equitable distribution of income and the satisfac- 
tion of needs In fact, Galbraith appears to take productivity, and 
consequent abundance, for granted. 14 

The linkage of capitalism with advertising can be drawn more ex- 
plicitly from Galbraith's writings since he portrays advertising as the 
mechanism by which free marker, economies manage derand and promote 
efficiency. 

The inclusion of industrialization as a precondition for advertis- 
ing follows Galb-alth's contention that advertising i s a societal re- 
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sponse to - „eed for the management of total consumption. This need is 
said to arise when a society develops highly specialized technologies 
that require heavy investment and that cannot easily be converted to 
other uses. The viability of such investments in specialized industrial 
technologies must be maintained and managed through the manipulation of 
consumer demand, and the vehicle for such management of demand is ad- 
vertising. Industrialization is represented in the model is an antece- 
dent of per capita GNP since more sophisticated technologies generally 
increase productivity and, thus, the total industrial output of a soci- 
ety. 

Since industrialization, according to Galbraith, reflects society's 
need to manage demand, it can be considered a necessary condition for 
the development of advertising, It is not, however, a sufficient con- 
dition since society must have an opportunity to manage demand as well 

t 

as a need to do so. 

Such an opportunity arises as a result of what Galbraith calls mass 
affluence, the dispersion of riches beyond the subsistence level to some 
critical mass of consumers. At this point in the model, we are able to 
provide a critical test of the disagreement between Galbraith and his 
detractors. Galbraith argues for the following causal sequence: that 
mass affluence leads to advertising which in turn determines consumer 
demand. Galbraith'., opponents, on the other hand, argue for the direct 
path--that mass affluence alone determines consumption. 



T he Path Analytic Approach 
Path analysis allows us to test this set of arguments and hypoth- 
eses. The method, as described by Duncan, permits researchers to ex- 



press a complex set of relationships as simple graphic terms, as in 

Figure 1, and to test these relationships both individually and as a 
15 

system. it also allows the researcher to explore indirect effects, or 

jusal sequences, rather '.ban forcing the analysis of variables as 
competing sources of variance. For example, by using path analysis we 
can assess the strength of the indirect path of mass affluence through 
advertising to aggregate consumption implicit in Galbraith's argument 
against the strength of the direct path from mass affluence to aggregate 
consumption implicit in the arguments of mainstream economists. 

While path analysis apportions the independent contributions to 
variance in the dependent variable arrong independent variables in an 
ordered system, it cannot establish time order when applied to cross- 
sectional data. Thus, the validity of the inferences drvm deoends on 
the researcher's ability to order the variables correctly in the model. 

In this case, we have ordered the variables according to the causal 
ordering implicit in the Galbraithian argument. This is necessary in 
order to provide a fair test of his ideas. Galbraith's ideas are best 
represented by a recursive model, or a model in which there are no 
instances of two-way causality. So:r,e economists might, however, argue 
for a nonrecursive, or two-way, relationship between per capita GNP, our 
measure of mass affluence, and per capita advertising expenditures in 
that advertising, by stimulating demand may work toward increased pro- 
duction. Similarly, a nonrecursive relationship may exist between 
aggregate consumption and per capita GNP. Such possibilities wore not 
included in the model since it was constructed to test two competing 
theoretical perspectives, neither of which considers these possibilities. 
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Operational i ration of Variables in the Causal Model 
The exogenous variables are: 

Xj- CAPITALISM - Nations are characterized as either socialist, 
capitalist-socialist, capitalist-statist, or capitalist, 
according to a measurement system developed by Gastil J 5 
X^- INDUSTRIALIZATION - Tnis measure was also developed by Gas til. 
Endogenous variables are: 

X 3 - PER CAPITA GNP: This statistic was taken from the- Yearbook of 

1 3 

^A^P-Mi Accounts $t*U$tjcz_ 1 977. 1975 figures were used 
to coincide with our advertising measures, 
X - ADVERTISING EXPENDITURES PER CAPITA: Three advertising meas- 
ures were derived from data provided by Hooper: total ad- 
vertising expenditures per capita, television advertising 

expenditures per capita, and print advertising expenditures ■ 
19 

per capita. Data were available for 42 nations, ranging 
from the United States to Japan and from Mexico to Malaysia 
and Nigeria. Thus, there are representatives of both the 
industrialized nations of Western Europe and North America, as 
well as of the developing countries in Latin America, Africa, 
and Asia. Notably absent from the analysis are Eastern Eur- 
opean nations and the Soviet Union. 
X 5 - PER CAPITA AGGREGATE CONSUMPTION - Our measure of per capita 
aggregate consumption is Household Expenditures per Person, 
taken from Interna tijMjl ^^K^JPSL a . n ^_ Statistics. 20 
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Resul ts 

The figures that follow depict the results of path analyses using 
total advertising expenditures per capita (Figure 2), television adver- 
tising expenditures per capita (Figure 3), and print advertising ex- 
penditures per capita (Figure 4) as indicators of advertising. Separate 
analyses for print and television advertising were carried out to test 
Galbraith's assertion that television is superior to print in the man- 
agement of aggregate consumption. 

The figures should be interpreted as follows: a solid line with a 
single-headed arrow represents a statistically-significant relation- 
ship; a broken line with a single-headed arrow represents a non- 
significant relationship; coefficients associated with these lines are 
standardized beta weights or path coefficients (P); a double-headed 
curved arrow represents an unanalyzed correlation. These correlations 
are not analyzed because the variables involved are predetermined, or 
exogenous to the model. 
The Impact of Total Advertising 

Figure 2 provides strong support for Galbraith^s assertion that it 
is advertising, rather than general affluence, that is the major determinant 
of consumption; the independent contribution of advertising (P=.65) is 
twice that of per capita GNP (P=.33). 

The analysis also buttresses Galbraith's notion of a causal se- 
quence from affluence thorugh advertising to consumption. The paths 
from per capita GNP to advertising (P=.57) and from advertising to 
consumption (P=. 5) are considerably stronger than that from per capita 
GNP to consumption (P=.33) and, in fact, the indirect path from per 
capita GNP through advertising accounts for 53% of the total causal 
covariation in consumption that can be attributed to per capita GNP. 22 



Thus, our results suggest, in accordance with Galbraith's argument 
that increased affluence results in increased consumption to the extent 
that it also results in increased advertising, which appears to be the 
major determinant of consumption. 

Galbraith's argument is not as precise as to the role of indus- 
trialization, except that it is a precondition for the development of 
advertising. It does not appear to have any significant direct impact 
on advertising, as one might presume it might from reading Galbraith's 
treatises, but, as we suspected, to work indirectly through its con- 
tributions to affluence. More specifically, the direct path (from 
industrialization to advertising (P=.03) is null, but the paths from 
industrialization to per capita GNP (P=.25) and from per capita GNP to 
advertising (P=.57) are relatively strong. Thus, this indirect path 
accounts for 64% of the total causal covariation in consumption at- 
tributaole to industrialization. 

Thus, it appears that industrialization has no direct impact on 
advertising— nor on consumption—but that it works as part of a causal 
sequence by stimulating production and, thus, advertising. 

Capitalism, although it does not affect per capita GNP nor con- 
sumption directly, does appear to have some impact on advertising 
(P=.25) t which has a strong impact on consumption. This indirect path 
accounts for 94% of the total causal covariation in consumption attrib- 
utable to capitalism. The most obvious explanation for this result is 
that noncapitalistic, centralized economies typically have nationalized 
or publicly-owned broadcast systems which accept less advertising than 
do media in capitalistic economies. However, inspection of Figures 3 
and 4 shows that the relationship between capitalism and advertising is 
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positive, if weak, for print advertising (P=.17) and null for television 
advertising ,P=-.06), a finding we would not expect if this relationship 
were an artifact of the type of media systems of noncapital istic coun- 
tries. Another explanation is that capitalist countries tend toward 
consumerism. That is, they convert more of their GNP into consumable^ 
rather than industrialist or military hardware. It may be that consumer 
societies, whatever their economic basis, find advertising a more ef- 
ficient means of distribution than centralized bureaucracies. 23 

Our finding that capitalism dues not appreciably affect per capita 
GNP is, as noted earlier, contrary to the observation of most economists. 
Such observations often contrast the highly centralized economies of the 
Communist bloc against highly developed Western nations. Our data did 
not include Communist countries, and, thus> we were unable to consider 
the full range of variations in degree of capitalism. Thus, this finding 
should not be taken as evidence against the well-accepted notion that 
free markets are more productive than centralized economies. 

The Relative Impact of Television and 
Print Advertising 
Figures 3 and 4 show two versions of tne basic causal model. 
Figure 3 utilizes television expenditures as an indicator of advertising 
while Figure 4 uses print expenditures. 

The Galbraithian argument would predict a much heavier impact of 
television than print advertising on consumption since much of Gal- 
braith's reasoning rests on the special persuasive function of tele- 
vision advertising, as opposed to the merely informational function of 
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print advertising. However , our results show quite the opposite: if 
anything, television expenditures are a less powerful predictor- of 
consumption (P=_ 32) than are print expenditures fP=.54). It is note- 
worthy also that neither predicts consumption quite as well as does 
total advertising, suggesting h certain complementarity to advertising 
media. 

When television advertising alone is cor-idered, the results no 
longer suport the Galbraithian notion that affluence works indirectly 
through advertising to increase consumption. The impact of per capita 
GNP on consumption (P=.60) '"s mucn stronger than either its impact on 
advertising (P=.J1) or TV advertising impact on consumption (P=.32). 
Thus, while total advertising accounted for 53% of the total causal 
covariation attributable to per Capita GNP, television advertising 
accounts for just 14%. 

Print advertising expenditures (P=.54) do appear to have a strong 
impact on consumption, if not as strong as total advertising. The 
indirect path from per capita GNP through print advertising accounts for 
39% of the total causal covariation attributable to per capita GNP, 
nearly three times as much as that accounted for by television adver- 
tising. 

Again, in contrast to Galbraith's argument, per capita GNP has a 
lesser impact on television expenditures (P=.31) than it does on print 
expenditures (P=.51). Thus, mass affluence, by itself, does not appear 
to generate massive television advertising revenues. 

As in the case of total advertising, industr^ 1 nation has no 
impact on either television or print advertising expenditures . Capitalism 
as noted earlier, has no effect on television advertising, and only a 
moderate positive impact on print advertising. 



Discuss ion 

Our results support Galbraith's idea that advertising is the major 
determinant of consumption-- that increased mass affluence results in 
increased consumption to the extent that it also results in increased 
advertising. 

However, they do not support his argument that television advertising 
is a more patent propaganda tool "in behalf of goods in general M than 
is print advertising. This is an important point since Galbraith portrays 
print advertising as informational and television advertising as "pervasive 11 
and uses these distinctions to buttress his larger argument that the 
consumer is an unwitting pawn of the industrial establishment. Since 
so-called informational advertising seems to affect consumption more than 
so-called persuasive advertising, it is possible that consumers are not 
really manipulated by advertising but are instead beneficiaries of a * 
nore efficient distribution system made possible by advertising. Thus, 
this study while supporting one of Galbraith's more important assumptions, 
throws doubt on the validity of his larger prescriptive argument. 

It is noteworthy also that neither print advertising expenditures 
nor television advertising expenditures predict aggregate consumption as 
well as does total advertising expenditures. This suggests that advertising 
media are complementary and that advertising's greatest aggregate effects 
are achieved by a mix of media. Indeed, this effect is highly consistent 
with the advice offered by any reliable advertising textbook that different 
media are appropriate for different products and different target 
publics and that many channels of communi cation should be utilized in 
a total advertising campaign. 



FIGURE 1. CALBRAITH 1 S ARGUMENT: A CAUSAL MODEL 
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FIGURE 2. 
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FIGURE 3. PATH ANALYSIS USING TELEVISION ADVERTISING EXPENDITURES PER CAPITA 
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FIGURE 4. PATH ANALYSIS USING PRINT ADVERTISING EXP END I 
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The criterion set for statistical significance was .01 and the 
statistic applied was the F-ratio. 

The proportion of total causal covariation between per capital GNP 
(X 3 ) and consumption per household (X 5 ) explained by the indirect 
path through advertising (X 4 ) was calculated as follows: 
where variation explained by the indirect path is equal to 

and the variation explained by the direct path is equal to 

(P 53> 

then total causal covariation is equal to 

(P 4 3)(P 54 ) * P 53 

and the proportion of total causal covariation explained by the 
indirect path is equal to 

( p 43>< p 54 > 

C 4 3»( p 54» + P 53 
This method is applied to all such calculations that follow. 

Advertising is becoming more prevalent in noncapi tal istic nations. 

In fact, it has been called a growth industry in the Soviet Union. 

In a discussion of this phenomenon, see: M. T. O'Keefe and K. G. 

Sheinkopf. "Advertising in the Soviet Union: Growth of a New Media 

Industry." Journal Quarterly, 53, Spring, 80-87, 1976. 



